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Abstract 
The movement of capital inside and outside the boundaries of a country gets significant attention of the policy makers and 
researchers in both developing and developed countries. Based on the fiscal theories derived from the economic works mentioned 
in the present working paper, we intend to argue that far from being a factor with small influence, as shown in literature, fiscal 
policy is a major factor influencing Foreign Direct Investment. Using a pooled dataset consisting of annual observations over the 
period 2000-
Latvia, Lithuania, Poland and Romania, we find strong support for our conjecture which states fiscal policies are determinants for 
FDI. Our results suggest that fiscal competition between governments for FDI is not necessarily a corporate tax rates competition, 
but a business environment one, which is determined primarily by fiscal policy. Being focused on empirical, contextualized 
analysis, this study highlights the overall empirical relationship between FDI and Fiscal Policy, offering conjectures as to the 
reasons behind this relationship. 
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1. Introduction 
     Most countries, irrespective of their stage of development, employ a wide variety of incentives to attract the foreign 
direct investments (FDI). At the same time, beyond World Trade Organization (WTO) and European Union (EU) 
rules, governments have lost many of the instruments traditionally used to promote local competitiveness in order to 
attract FDI. In this context, fiscal policy is an important tool (Sullivan and Sheffrin, 2003), the central administration 
can utilize to influence the economy. Based on the fiscal policy, the government is able to control the macroeconomic 
variables (Dumitru, and Stanca, 2010) such as aggregate demand, disposable income, and economic activity as a 
whole. The potential market inconsistency and redistributive objectives are dealt with fiscal policy, so as to determine 
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the economic growth and implicitly the business environment. Even more, the contemporary crisis has shown the 
importance of fiscal policy as an important national macroeconomic tool to handle with the asymmetric shocks.  
Many developing countries have liberalized their economies for investors in the period after 1990, which led to an 
increase in investment flows to them. This phenomenon had the effect of the appearance of a group of countries 
known as emerging economy group. These countries are in transition from the status of developing countries to 
developed country status. These economies are growing faster to overtake developed countries, allowing those who 
are prepared to take additional risks to obtain higher profit. The FDI inflows to the emerging economies from the 
European Union have increase after the announcement of progress in the EU accession. Emerging economies have 
become more and more attractive to investors and FDI in these countries is increasing.  
 
The present study use a pooled dataset consisting of annual observations over the period 2000-2010 for 6 actual 
and Romania. Using data from the above mentioned countries for the period 2000-2010, the study find strong support 
for the conjecture which states fiscal policies are determinants for FDI inflows.  
This study is based on the following assumption: 
- In order to achieve the goals of Lisbon Strategy, Europe must improve European and national fiscal 
regulation. Although creating a better business environment is a priority for the European Commission, there 
are still ample possibilities to improve fiscal policies which vary in the European Union countries;  
- Fiscal competition has a positive effect on the EU market integration and on business environment. 
 
The study begins with a literature review in the research field and continues with the development of the 
hypotheses. Research methodology, analyses results and research take place at second section. The results of the 
analyses and the conclusions are provided by the last section. The present paper includes further work based on the 
authors latest research, unveiling the fiscal policy as an important determinant for the Foreign Direct Investment, 
which directly or indirectly influences all the other factors that determine the investors behaviour  (  and 
Bresfelean, 2011; Gondor and  Nistor, 2010; Gondor, 2011; Nistor, 2011).  
 
2. Literature Review And Hypotheses  
According to Eurostat definition (Eurostat, 2011 e category of international 
investment made by an entity resident in one economy (direct investor) to acquire a lasting interest in an enterprise 
operating in another economy (direct investment enterprise). The lasting interest is deemed to exist if the direct 
investor acquires at least 10 % of the voting power of the direct investment enterprise. FDI is a component of the 
balance of payments showing all financial transactions between one country or area  such as the European Union 
(EU)  and all other cou .  
 
As regards the "emerging country" concept, it was introduced in 1981 by Van Agtmael Antoine, a former World 
Bank economist, currently the president of Emerging Markets Investment Fund Management. Van Agtmael was 
thinking to find an alternative formula for the expression "third world" and to include in it those countries that are still 
underdeveloped, but have a very good growth potential. The definition of emerging economy referred to those 
countries whose indicator GDP per capita did not exceed 10,000 dollars. An emerging country is that country whose 
economy is at least 1% of global GDP is an idea supported by the American economist Jim O'Neill (O'Neill, 2005). 
Today the term "emerging" as considered by Ashoka Mody in "What is an Emerging Market?" refers to countries with 
high volatility and which are in transition, facing economic, political, social and demographic changes. (Mody, 2004)  
Studying the literature in the field we found that there is no general consensus, as a result the distinction between 
emerging (developing) and developed economies is difficult to achieve, especially since the movement from one 
category to another can be done pretty easily. Thus, there are several classifications which take into consideration 
various criteria such as the stock market development or national income (
International Limited, 2012; Morgan Stanley Capital International, 2012). 
 
Because of the role they play in the economy, FDI have been the subject of many research, books and publications. 
The determinants of FDI inflows are very various: country risk, unit labor cost, host market size, private sector 
development, industrial development, the government balance, corruption, policies (Alan and Estrin, 2000; Meyer, 
1998; Lucas, 1993). The literature also indicates that a very important role in attracting FDI is played by  main 
elements: macro-economic stability (growth, inflation, exchange rate), institutional stability such as policies towards 
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FDI, tax regimes, the transparency of legal regulations,  the scale of corruption; and political stability, ranging from 
indicators of political freedom to measures of surveillance and revolutions which has been proxied in a variety of 
ways, in the transition context (Holland and Pain, 1998; Garibaldi et al., 1990; Resmini, 2000). The political and 
economic factors, the form of the privatization process and the need to secure market access have been the 
determinants of allocation of FDI across the world (Lankes and Venables, 1996; Meyer, 1998, Lucas, 1993; Jun and 
Singh, 1996). Some of researchers argue that policies matter for FDI inflows (Brainard, 1997). A predictable policy 
that promotes macroeconomic stability stimulates the FDI inflows (Demekas et al., 2007); this is most often the case 
of trade policies and tax policies. Recent work papers shows that low tax rates attracts FDI inflows (Hines and James, 
1999). Other studyes demonstrate that a simple tax sistem tend to be more atractive for FDI (Hassett and Hubbard, 
1997). In its 2000 Conference on Trade and Development, United Nations states that, as a factor in attracting FDI, 
 determinants, such as market size, access to raw materials and 
availability of skilled labor (UNCTAD, 2000).  
According to Neo-classical investment model the investment should be a function of expected future interest rate, 
prices and taxes (Clark, 1979). Many studies are focused on the fiscal FDI incentives as exceptions to the general tax 
regime (UNCTAD, 2000; Zahir, 2003;  and Kokko, 2003; Taylor, 2000; Easson, 2001; Ronald and 
Christopher, 2007), very few been focused on general fiscal regime (Taylor, 2000; Ronald and Christopher, 2007; 
Brainard, 1997; Hassett, Hubbard, 1997).  A large part of the empirical literature seems to support the view that 
international differences in corporate taxation are important determinants of FDI location (Holger et al., 2009; 
Altshuler, et al., 2001; Blonigen, 2005; Mutti and Grubert, 2004; Hines and James, 1999).  
 
The literature on the subject of corporate taxation in European Member States, as a determinant for FDI, is fueled 
asymmetric tax rates that c
viewpoints run the gamut from entirely pro-harmonization to pure pro-competition stances (Smith, 1999; Stults, 2009; 
Nerudova, 2008). As quotes (Smith, 1999), the fears from spill over effects to the low tax jurisdictions are not just, 
and the declaration  the tax harmonization is needed due to the internal market or monetary union, is incorrect. The 
igher tax jurisdictions in the EU offer qualified labour force and stable business 
environment. The author adds, that in case that the process would be stopped by the tax harmonization, the European 
Union would be less converged than ever before. According to (Mitchell, 2001) tax competition generates responsible 
tax policy. Lower tax burden of business subjects creates the fertile soil for higher economic growth. Without the tax 
competition the governments could behave as the monopoly, to levy the excessive taxes. As the mention (Mitchell, 
2002), the tax competition always results in decrease in the statutory tax rates. The increased capital mobility results in 
situation, when the taxpayer can move the capital in the low tax jurisdictions very easily. From that reason the tax 
competition can be considered as very important factor supporting the liberalization of the world economics, for it 
creates the pressure on decrease in tax rates and in budget expenditures.  from such literature is that 
fiscal policy, despite the modality of measurement, matters but its effects are quite small (Faini, 2005).  
       
     As a whole however, the literature simply reveals the ambiguity of the issue, as reflected by heterogeneous 
approaches and the increasingly complex attempts to convey the reality of the European situation.  
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2.1. Development of Hypotheses  
The scope of macroeconomic tools used by governments for attracting FDI has diminished as a result of successful 
trade liberalization and European integration. Moreover, the possibilities of using the exchange rate policy as a tool to 
influence national competitiveness have been limited by the internationalization of capital markets. Most clearly, this 
has been seen in Europe, where the Single Market program and the EMU have shifted the responsibility for trade and 
exchange rate policies from national governments to the EU Commission and the European Central Bank. However, 
national decision-makers remain committed to promoting the competitiveness and welfare of their constituencies, and 
are likely to put more emphasis on those policy instruments that remain at their disposal, including FDI incentives. 
The fact that most others subsidize foreign investment is another important reason why more and more countries are 
drawn into the subsidy game. In fact, countries participating in regional integration agreements that go beyond 
GATT/WTO rules, most notably the European Union have realized the need to harmonize the use of investment 
incentives and introduced specific guidelines for their use.  
 
In addition to investment incentives of the type discussed above, governments should also consider their efforts to 
modernize infrastructure, raise the level of education and labor skills, and improve the overall business climate as parts 
of their investment promotion policy. As noted repeatedly above, these are important component of the economic 
fundamentals that determine the location of FDI. In addition to attracting FDI and facilitating the realization of 
spillovers, these policies will also promote growth and development of local industry. This, after all, is one of the 
ultimate goals of government intervention in general.  
 
 In a world of increased international capital mobility, and in particular in an integrated market such as the European 
Union, corporate income taxes may impact on growth on different levels. According to a recent study made by 
they invest, and (iii) where they choose to locate their profits  A question raise from such a study:  
In which way the corporate tax system  determine the investors decisions, i.e. the firms will choose to locate their 
investment in countries with lower taxes or contrarily?  
 
3. Methodology 
3.1.  Research Goal 
    The aim of this paper is to study and analyze the role of fiscal policy in determining the destination of foreign direct 
investment (FDI). In order to achieve this goal the study use a pooled dataset consisting of annual observations over 
the period 2000-
Hungary, Latvia, Lithuania, Poland and Romania. Being focused on empirical, contextualized analysis, this study 
highlights the overall empirical relationship between FDI and Fiscal policy and only offers conjectures as to the 
reasons behind this relationship. Future research will study the effects of specific categories of fiscal instruments on 
FDI as well as the channels and mechanisms through which these effects take place. 
3.2. Sample and Data Collection 
     The study use a pooled dataset consisting of annual observations over the period 2000-2010 for 6 actual European 
 Latvia, Lithuania, Poland and 
Romania (BHLLPR). For the purpose of the study, data was collected using three main types of surveys: censuses, sample 
surveys, and administrative data. Census refers to data collection about every European Member state regarding the FDI 
inflows and Corporate Tax Rates. In the sample survey, only the analyzed group is approached for data. The administrative 
data survey is based on the  considerations that the outcome of an analysis is as reliable as the data collected to 
perform the analysis. In this perspective, the data sources are only official ones, like Eurostat and governmental 
statistics for the fiscal policy and International Monetary Fund and World Bank for the foreign direct investment. 
 
     As it regards the foreign direct investment (FDI), it is important to note that practically all of IMF and World 
have been presented in USD as it was converted from national currencies in the official statistics. 
Although the considered states are European Members states, we preferred to not denominate the FDI indicators in 
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EUR terms  for not reducing their accuracy by the possible effect of currency fluctuations, which is a very important 
issue in particular when analyzing time series for making comparisons across different countries. 
 
3.3. Analyses and Results 
     Because of the multiple benefits they have on the receiving economy, FDI causes a true global competition. In the 
current economic climate, the investors are expressing a growing interest for the emerging economies in search of 
higher incomes that in the developed economies. The data suggest that the New Member States (including the 
analysed group) are generally characterised by low level of FDI inflows. Most of FDI inflows are still oriented to the 
developed economies from the European Union.  
     
Union (FDIUE) level and the average FDI for the BHLLPR countries (FDIBHLLPR) analysed group level during the 
entire analysed period. As it can be seen in the table above, compared with inflows from the EU countries, the six 
emerging economies have relatively low level of FDI inflows.  
 
 
 
 
 
Table 1 The evolution of foreign direct investment inflows between 2000- 2010 (million dollars) 
 
        Year 
 
Economy 
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 
 Bulgaria 1016 808 922 2088 3397 3919 7804 12388 9855 3351 2170 
 Hungary 2764 3936 2993 2137 4265 7708 6817 3950 7383 2045 2377 
 Latvia 413 131 253 304 636 706 1663 2322 1261 94 349 
 Lithuania 378 445 724 180 773 1028 1816 2015 2044 172 629 
 Poland 9445 5701 4122 4587 12874 10293 19603 23560 14838 13697 9681 
 Romania 1056 1157 1140 2196 6435 6482 11366 9921 13909 4846 3573 
FDIEBHLLPR 2512 2030 1693 1916 4731 5023 8179 9027 8216 4035 3130 
FDIUE 25862 14222 11463 9884 8244 18373 21545 31501 18073 12835 11285 
 
By comparing the two series of indicators for each year of the considered period, the study reveals the following 
relation: 
 
  FDIUE          BHLLR                                                                                                                                       (1)     
 
The relation no.1 shows that the average of FDI for the emerging European economies (Bulgaria, Hungary, Latvia, 
Lithuania, Poland and Romania) is much lower than the average of FDI for UE economies. The relation demonstrates 
that most of FDI inflows are still oriented to the developed economies from the European Union. 
 
    As it results from Table 1, between 2000 and 2007, the trend of FDI inflows to Bulgaria was one of growth, with 
few exceptions in 2001, 2002. The maximum level of foreign direct investment was reached in 2007, 12.388 million 
dollars. The years 2008, 2009 meant for Bulgaria a foreign direct investment decrease by 20% in 2008 compared to 
2007 and 66% in 2009 compared to 2008. The FDI inflows continued to decrease in 2010 in the context of the global 
economic crisis.       
     The FDI inflows in Hungary have been oscillating between 2000 and 2010. The years 2000, 2001 were years of 
growth in terms of FDI. The period 2003 - 2004, was a slight decrease, the FDI inflows recorded a new growth period 
during 2004-2006. The financial crisis from 2008 brings a decrease of 72% for the FDI inflows in 2009. In 2010 the 
FDI inflows in Hungary have increased with 16%.  
    In terms of FDI inflows in Latvia and Lithuania, although they have increased during 2000 - 2009, their level 
remained very low. The maximum level of FDI inflows in Latvia was 2.322 million dollars in 2007 and 2.015 million 
dollars in Lithuania, also in 2007. Between 2000 and 2007, the FDI inflows have increased in Latvia and Lithuania. 
The global financial crisis brought a decrease of FDI inflows for Lithuania and Latvia during 2008 and 2009. The year 
2010 brought a slight increase for the FDI inflows for the two economies.  
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    In Poland, FDI inflows have had an increasing trend between 2000 and 2007. Although the legislation in Poland is 
very permissive with foreign investors during the ten years there have been periods in which FDI inflows have 
decreased. The year 2008 brought again decreases of FDI inflows in Poland, but their levels remained high, about 
15,000 million dollars per year. The Polish economy has attracted more FDI inflows than the other six analyzed 
economies.  
    Starting with 2000, the investment framework in Romania has become more coherent and stable, this leading to an 
increase of foreign investments in Romania. The year 2004, meant a huge increase for FDI inflows, with 193% 
compared with 2003. The period 2005 -2006 was a period of economic growth, with investments in the infrastructure 
and a proper investment environment. The year 2005, came with tax reforms, introducing the flat tax. A progressive 
tax was eliminated and was introduced the flat tax of 16%. During 2007 - 2008, Romania has crossed another 
important stage in economic terms due the fact that starting with January 1st 2007, has become a member of the 
European Union. With the accession, Romania has started to align with the European standards, assuming the quality 
as a member of the European Union. The maximum level of FDI inflows in Romania was reached in 2008, the year of 
the global financial crisis. FDI inflows in 2008 were 13,909 million dollars, following a decrease in the years 2009, 
2010. 
    As it can be observed in the figure presented bellow, taking into consideration the six emerging economies in the 
EU, Poland has attracted the most FDI in the analyzed period. The total volume of inward FDI in Poland for the period 
analyzed was 128.407 million dollars, followed by Romania with 62.089 million dollars. Latvia had the least amount 
of FDI inflows, fewer than 10,000 million dollars.  
  
 
Figure1 The evolution of foreign direct investment inflows between 2000- 2010 (million dollars, UNTCADstat) 
 
    A question raise from such a study:  In which way the FDI evolution was determined by the corporate tax system?  
The firms have choose to locate their investment in countries with lower taxes or contrarily? The countries with high 
FDI level are countries with lower corporate rates or contrarily? 
 
    Looking at corporate tax rates, the data suggest the reform willingness of the new Member States: About half of 
them have introduced flat tax systems, while none of the 'old' Member states have taken this step (See Table 2).  
 
Table 2. Flat tax rates in UE during 2000-2010 (%) 
 
 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 
Estonia 26 26 26 26 26 24 23 22 21 21 21 
Lithuania 33 33 33 33 33 33 27 27 24 15 15 
Latvia 25 25 25 25 25 25 25 25 25 23 26 
Slovakia       19 19 19 19 19 19 19 
Romania         16 16 16 16 16 16 
Bulgaria               10 10 10 
Czech Republic               15 15 15 
 
As regards the analysed countries, most of them adopted the flat tax, i.e. Bulgaria, Latvia, Lithuania and Romania. 
Romania, a member of UE since 2007, adopted the flat tax of 16% since 2005 and has maintained this rate over the 
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years. Bulgaria, also a member of UE since 2007, adopted the flat tax in 2008, having the lowest rate in the analysed 
group. Lithuania, having the highest flat tax rate in the analysed group, decided to reduce it by 33% to 27% in 2006, to 
24% in 2008 and to 15% in 2009. Latvia maintained the 25% flat tax rate until 2008. In 2008, Latvia decided the 
reduction of the rate by 3% and after only a year it returns to a level even higher than 2007, i.e. 26%. Apart from 
Latvia, each considered country has gradually decreased or remained the same level of taxation. The highest rate 
reduction was recorded in Lithuania, i.e. from 33% in 2001 to 15% in 2009. Two of the four countries have 
maintained the flat tax rates initially introduced: Romania and Bulgaria, having the lowest rates in the considered 
period. In 2010 Latvia had the higher rate (26%) and Bulgaria the lowest (10%). 
 
    Another indication of the reform willingness of the new Member States is the fact they (including the analysed 
group) are generally characterised by significantly lower overall tax ratios. The most aggressive tax cuts took place in 
the Central and Eastern European new Member States, based on the need to restructure these economies. In the old 
Member States, in contrast, the tax burden, net of cyclical effects, was not reduced significantly (Table 3). It can be 
seen on the Table 3 that already since the 2000s the EU has seen a strong trend towards cutting CTR; this trend slow 
down slightly in 2005-2008 and has slowed down further since the onset of the crisis, coming almost to a halt. 
  
     
    Based on the collected data and on the au  presents the average CTR at European 
Union (CTRUE) level and the average CTR at BHLLPR (CTRBHLLPR) analyzed group level during the entire analyzed 
period. 
 
Table 3 uring 2000-2010 (%) 
 
1263 Mihaela Göndör and Paula Nistor /  Procedia - Social and Behavioral Sciences  58 ( 2012 )  1256 – 1266 
Country 2000-2010 Years  
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 
Belgium 40.2 40.2 40.2 34.0 34.0 34.0 34.0 34.0 34.0 34.0 34.0 -6.2 
Bulgaria 32.5 28.0 23.5 23.5 20.0 15.0 15.0 10.0 10.0 10.0 10.0 -12.5 
Czech Republic 31.0 31.0 31.0 31.0 28.0 26.0 24.0 24.0 21.0 20.0 19.0 -12.0 
Denmark 32.0 30.0 30.0 30.0 30.0 28.0 28.0 28.0 25.0 25.0 25.0 -7.0 
Germany 51.6 38.3 38.3 39.6 38.3 38.7 38.7 38.7 29.8 29.8 29.8 -21.8 
Estonia 26.0 26.0 26.0 26.0 26.0 24.0 23.0 22.0 21.0 21.0 21.0 -5.0 
Ireland 24.0 20.0 16.0 12.5 12.5 12.5 12.5 12.5 12.5 12.5 12.5 -11.5 
Spain 35.0 35.0 35.0 35.0 35.0 35.0 35.0 32.5 30.0 30.0 30.0 -5.0 
France 37.8 36.4 35.4 35.4 35.4 35.0 34.4 34.4 33.33 33.33 33.33 -4.47 
Italy 41.3 40.3 40.3 38.3 37.3 37.3 37.3 37.3 31.4 31.4 31.4 -9.9 
Cyprus 29.0 28.0 28.0 15.0 15.0 10.0 10.0 10.0 10.0 10.0 10.0 -19.0 
Latvia 25.0 25.0 22.0 19.0 15.0 15.0 15.0 15.0 15.0 15.0 15.0 -10.0 
Lithuania 24.0 24.0 15.0 15.0 15.0 15.0 19.0 18.0 15.0 20.0 20.0 -4.0 
Luxemburg 37.5 37.5 30.4 30.4 30.4 30.4 29.6 29.6 29.6 28.6 28.6 -8.9 
Hungary 19.6 19.6 19.6 19.6 17.6 17.5 17.5 18.6 16.0 16.0 10.0 -9.6 
Malta 35.0 35.0 35.0 35.0 35.0 35.0 35.0 35.0 35.0 35.0 35.0 0.0 
Holland 35.0 35.0 34.5 34.5 34.5 31.5 29.6 25.5 25.5 25.5 25.5 -9.5 
Austria 34.0 34.0 34.0 34.0 34.0 25.0 25.0 25.0 25.0 25.0 25.0 -9.0 
Poland 30.0 28.0 28.0 27.0 19.0 19.0 19.0 19.0 19.0 19.0 19.0 -11.0 
Portugal 35.2 35.2 33.0 33.0 27.5 27.5 27.5 26.5 26.5 26.5 26.5 -8.7 
Romania 25.0 25.0 25.0 25.0 25.0 16.0 16.0 16.0 16.0 16.0 16.0 -9.0 
Slovenia 25.0 25.0 25.0 25.0 25.0 25.0 25.0 23.0 21.0 21.0 21.0 -4.0 
Slovakia 29.0 29.0 25.0 25.0 19.0 19.0 19.0 19.0 19.0 20.0 21.0 -8.0 
Finland 29.0 29.0 29.0 29.0 29.0 26.0 26.0 26.0 26.0 26.0 26.0 -3.0 
Greece 40.0 37.5 35.0 35.0 35.0 32.0 29.0 25.0 25.0 25.0 25.0 -15.0 
Sweden 28.0 28.0 28.0 28.0 28.0 28.0 28.0 28.0 28.3 26.3 26.3 -1.7 
UK 30.0 30.0 30.0 30.0 30.0 30.0 30.0 30.0 30.0 28.0 28.0 -2.0 
CTRUE 31.9 30.7 30.4 28.3 27,1 25.5 25.3 24.5 23.33 23.33 23.1 -8.8 
CTR BLLHPR  26.0 24.9 22.2 21.5 18.6 16.3 16.3 16.1 15.2 16.0 15.0 -11 
  
By comparing the two series of indicators for each year of the considered period, the study reveals the following 
relation: 
 
   CTRUE     BHLLPR                                                                                                                                        (2) 
 
The relation no.2 shows that the average CTR at European Union (CTRUE) level is higher then the average CTR at 
BHLLPR (CTRBHLLPR) analyzed group level during the entire analyzed period. The relation demonstrates that the 
emerging European economies (Bulgaria, Hungary, Latvia, Lithuania, Poland and Romania) are characterized by 
lower overall tax ratios. 
 
    As it can be seen in the table 1, compared with inflows from the EU countries, the six emerging economies have 
relatively low level of FDI inflows. As it can be seen in the table 2 and table 3 the analysed group are generally 
characterised by significantly lower overall tax ratios.  From such evidence we can conclude that most of FDI inflows 
are still oriented to the developed economies from the European Union despite their higher level of taxation.  In this 
way the present paper contradicts the studies according to which FDI are mainly attracted by the countries having low 
corporate tax rates considering that the econometric studies typically ignore the changing impact of policies as the 
level of economic development in the host country changes under the influence of the fiscal policy. Moreover, based 
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on the above presented researches which state that FDI are attracted by the business environment the present paper 
logically conclude that higher tax rates create better business environment.  
 
4. Conclusion  
 
    Using data 
Hungary, Latvia, Lithuania, Poland and Romania, for the period 2000-2010, we find strong support for our conjecture 
that fiscal policies are determinants for FDI. Our results suggest that fiscal competition between governments for FDI 
is not necessarily a corporate tax rates competition, but a business environment one, which is determined primarily by 
fiscal policy. A low corporate tax rate will not attract the FDI if the fiscal policy generates an unfriendly business 
environment marked by unpredictability, lock of transparency, fiscal ambiguity, tax avoidance and tax fraud; A high 
corporate tax rate will stimulate the FDI flows if the revenue is used to provide public goods that improve the 
environment in which investors operate. 
  
    In our future research we intend to study the effects of specific categories of fiscal instruments on FDI as well as the 
channels and mechanisms through which these effects take place.  
 
Acknowledgement 
 
This work was supported by the project "Post-Doctoral Studies in Economics: training program for elite researchers - 
SPODE" co-funded from the European Social Fund through the Development of Human Resources Operational 
Programme 2007-2013, contract no. POSDRU/89/1.5/S/61755. 
References 
 
 Alan A. B. and  Estrin, S., (2000) The determinants of Foreign Direct Investment in Transition Economies,  William 
Davidson Institute Working Paper 342.  
 
Altshuler, R., Grubert, H., & Newlon, T. S. (2001). Has US investment abroad become more sensitive to tax rates?, 
International taxation and multinational activity. Chicago, USA: University of Chicago Press.  
 
its of EasternEnlargement: The Impact on the 
Economic Policy, Vol.24, April, pp.125-70. 
 
Baldwin, R.E., Krugman, P., (2004), Agglomeration, integration, and tax harmonization. European Economic Review 
48 (1), pp. 1 23. 
 
Barros, P.P. and Cabral, L., (2000), Competing for Foreign Direct Investment, Review of International Economics, 
Vol. 8, pp. 360-371.  
 
The Economics os Foreign Direct Investment Incentives,  Conference on 
Foreign Direct Investment in the Real and Financial Sector of Industrial Countries, Bundesbank, Frankfurt. 
 
Blonigen, B., (2005), A review of the empirical literature on FDI determinants.  NBER Working  Paper  11299. 
 
Brainard, L., (1997), An empirical assessment of the proximity- concentration trade of between multinational sales and 
trade, American Economic Review 87, pp. 520- 544.  
 
Clark , Peter, K. (1979). Investment in the 1970s: Theory Performance and Prediction: 
Activity. 
 
Demekas, D. G.,  H., Elina R and Yi Wu (2007) Foreign direct investment in European transition economies
The role of policies,  Journal of Comparative Economics 35, pp. 369 386. 
 
Devereux, M.P., Griffith, R., Klemn, A., (2002), Corporate income tax reforms and international tax competition. 
Economic Policy 17 (35), pp. 450 495. 
 
1265 Mihaela Göndör and Paula Nistor /  Procedia - Social and Behavioral Sciences  58 ( 2012 )  1256 – 1266 
Dumitru, I. and Stanca, R., (2010),  Fiscal discipline and economic growth  the case of Romania, MPRA Paper 
27300, University Library of Munich, Germany.   
 
European Commission, (2001), EU Tax Policy Strategy. 
 
European Commission, (2010), Taxation trends in the European Union. 
 
Eurostat,  (2011 a), Economy and Finance, vol.1, pp. 64 
 
Eurostat, (2011), http://epp.eurostat.ec.europa.eu. 
 
European Parliament, (2010), Taxation in the European Union: Report on the Development of Tax Systems. 
 
Faini, R., (2005), Fiscal policy and interest rates in Europe, 41st Panel meeting of Economic Policy in Luxembourg. 
 
FTSE International Limited (FTSE), http://www.ftse.com/Indices/Country_Classification/index.jsp. 
 
, IMF    
Conference, A decade of transition, Washington, DC. 
 
Garmel, K., Maliar, L., Maliar, S., (2005), The EU Eastern enlargement and FDI: The implications from a neoclassical 
growth model. AD Working, paper No. 29. IVIE. 
 
WSEAS/IAASAT International Conferences, Florence, Italy, pp. 458-464. 
 
A Common Consolidated Corporate Tax Base in order to improve the European SMEs Business 
Environment, Curentul juridic Journal, Year IX, No. 1 (44),  pp. 151-158 . 
 
, M. and Nistor, P., (2010), A financial crises demands fiscal solutions, Financial Trends in the Global 
Economy International Conferences, Cluj Napoca, Romania, pp. 148- 159. 
 
bl, E., (2001), Multinational companies and productivity spillovers: A meta-analysis. Economic Journal 
111, pp. 723 739. 
 
Grabbe, H., (2001), Opening up the business opportunities of EU enlargement. European Business Journal 13 (3), pp. 
127 148. 
 
Grabbe, H., (2003), The implications of EU enlargement, developments in Central and Eastern European politics,  
Development in Central and East European Politics, vol. 3. Duke Univ. Press, Palgrave, pp. 253 290. 
 
Graham, E., Krugman, P., (1989), Foreign direct investment in the United States. Institute for International 
Economics, Washington, DC. 
 
Hassett, K. A. and Hubbard, G. R., (1997), Tax policy and investment. In: Shah, A. (Ed.), Fiscal Policy: Lessons  from 
Economic Research. MIT Press, Cambridge, MA. 
 
Haufler, A., Wooton, I., (1999), Country size and tax competition for foreign direct investment, Journal of Public 
Economics 71, pp.121 139. 
 
Henriot, A., (2003), Prospects for the location of industrial activities after EU enlargement, WP 61, COE. 
 
Hines Jr. and James R., (1999), Lessons from behavioral responses to international taxation. National Tax Journal 52, 
pp. 305 322. 
 
Holger G., Hassan M., Catia M., (2009), Foreign direct investment, tax competition and social expenditure, 
International Review of    Economics and Finance, 18, pp. 31 37. 
 
Holland, D. and Pain, N., (1998),  The Diffusion of Innovations in Central and Eastern Europe: A Study of the 
Determinants and Impact of FDI, NIESR Discussion Paper No.137,  London. 
 
Javorcik, B.S., (2004), Does foreign direct investment increases the productivity of domestic firms? In search of 
spillovers through backward linkages, American Economic Review 94 (3), pp. 605 627. 
 
Jun, K.W. and Singh, H., (1996), The Determinants of Foreign Direct Investment: New Empirical Evidence, 
Transnational Corporations, Vol.5, pp.67-106. 
1266   Mihaela Göndör and Paula Nistor /  Procedia - Social and Behavioral Sciences  58 ( 2012 )  1256 – 1266 
 
Lankes, H.P. and Venables, A.J., (1996), Foreign Direct Investment in Economic Transition: The Changing    Pattern 
of Investments, Economics of Transition, Vol.4, pp.331-347. 
 
Lucas, R., (1993), On World 
Development, Vol.21, No.3, pp. 391-406. 
 
Meyer, K., (1998), Direct Investment in Economies in Transition, Edward Elgar. 
 
Mitchell, J., (2002), The Global Tax Polic Smokescreen to Raise Taxes, 
Capitalism Magazine, 1-5 
 
Mody A., (2004), What is an emerging market?, International Monetary Fund Working Papers. 
 
Morgan Stanley Capital International (MSCI), (2012),http://www.msci.com/products/indices/countryand_regional/em/ 
 
Mutti, J. and Grubert, H. (2004), Empirical asymmetries in foreign direct investment and taxation, Journal of 
International Economics, 62, pp.  
 
Nerudova D., (2008), Tax Harmonization in the EU, Acta Universitatis, pp. 139. 
 
Nistor P., (2011), The evolution of foreign direct investment in Brazil, Russia, India and China economies (BRIC), 
Studia Universitas Petru Maior, Series Oeconomica. 
 
OECD, (2003), Tax Incentives for Research and Development: Trends and Issues, Paris, France. 
 
Oman, C., (2000), Policy Competition for Foreign Direct Investment: A Study of Competition among Governments to 
Attract FDI, Paris: OECD Working Papers. 
 
l J., Wilson D., Purushothaman R., Stupnytska A., (2005),  How Solid are the BRICs? Global Economic Paper 
No. 134. 
 
Resmini, L., (2000), The Determinants of Foreign Direct Investment into the CEECs: New Evidence from Sectoral 
Patterns, LICOS and L.Bocconi University. 
 
Ronald B. D. and Christopher J. E., (2007), Competition in taxes and performance requirements for foreign direct 
investment, European Economic Review 51, USA, pp. 1423 1442. 
 
Smith D., (1999), Will Tax Harmonization Harm Job Creation, The Economist, 351(8120), pp. 32. 
 
Stults T., (2009), Tax Harmonization versus Tax Competition, The Moffatt Prize in Economics. 
 
), http://www.standardandpoors.com/ratings/en/eu/ 
 
Sullivan, A. and Sheffrin, S.M., (2003), Economics: Principles in action. Upper Saddle River, New Jersey 07458: 
Pearson Prentice Hal. 
 
Taylor, C.T.,(2000), The Impact of Host Country Government Policy on US Multinational Investment Decisions., 
World Economy, Vol. 23, pp. 635-648. 
 
UNCTAD, (2000) United Nations Conference on Trade and Development, Tax Incentives and Foreign Direct 
Investment: A Global Survey, Asit Advisory Studies no. 16, New York and Geneva. 
 
UNCTAD, (2012), www. unctad.org, http://unctadstat.unctad.org/TableViewer/tableView.aspx. 
 
Wilson, J.D., (1999), Theories of tax competition. National Tax Journal 52 (2), pp. 269 304. 
 
Zahir Shah, (2003), Fiscal Incentives, the Cost of Capital and Foreign Direct Investment in Pakistan: A Neo-classical 
Approach, Pakistan Institute of Development Economics (PIDE) Conference, Karachi. 
  
 
